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FISCAL IMPACT STATEMENT

LS 7166 NOTE PREPARED: Feb 20, 2004
BILL NUMBER: SB 453 BILL AMENDED: Feb 19, 2004

SUBJECT: Property and Casualty Guaranty Fund.

FIRST AUTHOR: Sen. Clark BILL STATUS: CR Adopted - 2" House
FIRST SPONSOR: Rep. Ripley

FUNDS AFFECTED: X GENERAL IMPACT: State & Local
DEDICATED
FEDERAL

Summary of Legislation: (Amended) This bill amends various provisions of the property and casualty
insurance guaranty association law, including (1) definitions; (2) board membership; (3) association
obligations; (4) assessments; and (5) exhaustion of insurance policy benefits.

This bill requires the State Personnel Department (SPD), in cooperation with the Department of Insurance
(DOI), to implement a pilot project through which active and retired employees of ten school corporations
chosen by the DOI participate in the state employee health benefit plan. It prohibits the state from paying any
part of the cost of the school corporation employee coverage.

The bill sets forth provisions allowing school corporations to enter into interlocal agreements to establish a
cooperative risk management program to provide for coverage of certain risks of the school corporations.

Effective Date: (Amended) Upon Passage; July 1, 2004.

Explanation of State Expenditures: (Revised) Health Insurance Pilot: Ten schools selected by Department
of Insurance would be able to participate in the state health insurance program. The pilot program lasts until
a date not earlier than July 2010 and not later than December 2010. The State Personnel Department is
required to file an annual report with the Legislative Council. The report should provide information on the
effect of the pilot on the state employee health plan, including the effect on premium rates, costs to the state
and the school corporation, and other relevant information. SPD may incur some additional costs in
generating the report since some additional actuarial studies may be needed.

The state must not pay any part of the cost of coverage for the participating schools. The state could have
some increases in health costs if the actuarial experience of the participating schools is worse than the state’s
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experience or reduced cost if the school’s experience is better than the state’s experience. Since schools
choose to participate, schools with health care costs higher than the state would probably choose to participate
in the pilot. The state costs for the Anthem Traditional plan are $3,640 for single and $10,010 for family. The
total premium costs, employer and employee, for the Anthem Traditional plan are $4,130.36 for single
coverage and $11,583.78 for family.

Cooperative Risk Management: The cooperative must send copies of audit reports, by-laws, interlocal
agreements, certified financial statements, and other documents to the Commissioner of Insurance and a copy
of the audit report to the State Board of Accounts. If the cooperative fails to have an audit performed, the
Commissioner of Insurance must cause the audit to be performed at the expense of the cooperative. If a
cooperative fails to comply, the Commissioner must issue a notice of noncompliance. After a cooperative
receives a notice of noncompliance, the cooperative must file with the Commissioner a written request for
time to restore compliance and a plan to restore compliance. If the plan is not filed, not approved by the
Commissioner, or atthe end of one year the cooperative program is not in compliance, the Commissioner may
grant additional time to comply, or suspend, limit, or terminate the authority of the cooperative. The
Department of Insurance (DOI) may adopt rules to implement the above.

The above provisions will increase administrative expenses for the DOI. However, it is assumed that the DOI
will be able to absorb these additional expenses given its current budget and resources.

Explanation of State Revenues: Property and Casualty Insurance Guaranty Association Law. The proposal
provides that money of the Indiana Insurance Guaranty Association (IIGA) may not be considered part of the
state General Fund and may not be used for any purpose except for the payment of the debts, claims,
obligations, and liabilities of the IIGA. This provision corresponds to current practice.

Explanation of Local Expenditures: (Revised) Health Insurance Pilot: Schools that choose to participate
in the pilot would probably have higher health insurance costs than the state, so there would probably be a
reduction in health costs for the school. Pilot schools that negotiate health benefits as part of their collective
bargaining process could have some increased administrative costs if the agreement has to be changed to
reflect the change in coverage.

Cooperative Risk Management: The bill could reduce the insurance costs of local school corporations. It
allows schools to enter into interlocal agreements to establish a cooperative risk management program for
insurance. The program would be to jointly self-insure certain risks and purchase excess coverage if claims
exceeded a certain amount for:

1. Casualty insurance.
Property insurance.
Automobile insurance.
Surety and fidelity insurance coverage.
Umbrella and excess insurance coverage.

6. Worker’s Compensation coverage.
The establishment of the program might allow schools to insure a greater risk together than they could
individually and reduce costs of aggregate insurance coverage they might require. It is assumed schools
would only enter into the agreements if they saved money or reduced exposure to future expenditures.
Members of the cooperative may not leave the cooperative without the approval of the Commissioner of
Insurance.
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Explanation of Local Revenues: Property and Casualty Insurance Guaranty Association Law. The proposal
could affect local units and school corporations if the unit has a policy with an insurer that becomes insolvent.

SB 453+ 2



The impact is indeterminable.

Background: 1C 27-6-8-1 established the IIGA to provide a mechanism for the payment of "covered claims"
due to a carrier insolvency. The IIGA responds when a Final Order of Liquidation to which there is no further
right of appeal has been entered against the carrier by a court in the state where the carrier is organized. The
IIGA is funded through assessments on insurers. The proposal provides limits on those assessments.

Under current law, "covered claim" does not include, among other conditions, a claim against a person
insured by an insolvent insurer if the person's net worth at the time of the insured event was more than $50
M.

The proposal also reduces the net worth threshold to $25 M. Under current law, the IIGA is obligated for
covered claims for only that amount of each covered claim which is less than $100,000. The proposal changes
this amount to $250,000.

Additionally, under current law, the IIGA is not obligated in an amount in excess of the applicable limits
provided in the policy nor in an amount in excess of $300,000 for all claims arising out of one occurrence.
The proposal changes the upper limit to $500,000.

From 1995 through 2001, 14 insurers have become insolvent. In 2002, eight insurers became insolvent.

State Agencies Affected: Department of Insurance, State Personnel Department, and the State Board of
Accounts.

Local Agencies Affected: Local units and school corporations.

Information Sources: John Madsen, IIGA, 317-636-8204; http://development.crewtech.com/ICRB/
indiana.nsf/0/947F06AE8171660A852564A7007BD111?0OpenDocument, January 5, 2004.

Fiscal Analyst: Bernadette Bartlett, 317-232-9586; Chuck Mayfield, 317-232-4825.
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